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cooperative. The main difference between the two types
of cooperatives is that the provider cooperatives would,
be provider-owned and would not contract directly with
patients, while the health care network cooperative would
be enrollee-owned, would contract directly with
enrollees, and would be a new way of structuring a
health plan company.
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U Cost Containment

In addition to expanding access to care, MinnesotaCare has a second goal of preventing rapid
increases in health care costs, which could jeopardize the success of the efforts to expand
access. |

Health care spending in Minnesota for major services increased by an average of 10.5
* percent per year between 1980 and 1991.* This rate of increase is equal to that for the
nation as a whole during that time period and considerably greater than the average annual
rate of increase in the consumer price index for the Twin Cities of 4.7 percent. ‘

The high rate of growth in health care spending led state policymakers to conclude that
Minnesota’s reliance on a competitive health care market is by itself not sufficient to contain
health care costs. Policymakers were concerned that a continuation of this high rate of
growth would threaten the success of any effort to provide Minnesotans with greater financial
access to health care, both by making private market insurance premiums unaffordable and
by increasing the cost of any state-subsidized insurance program. The 1992 MinnesotaCare -
Act required the Health Care Commission to propose a plan to reduce the rate of growth in
health care spending in Minnesota by ten percent a year over the next five years. The 1993
Legislature enacted the major components of the commission’s plan. These cost containment
initiatives include: ‘

»  setting annual limits on the rate of increase in health care spending
»  encouraging the use of managed care through development of integrated networks
»  establishing a regulated all-payer option to control costs in the fee-for-service sector

»  authorizing cost containment measures to address specific problems within the health
care system

Growth Limits

One cost containment initiative is growth limits that apply to health care providers and health
plan companies. o S
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During the 1993 session, the legislature adopted the
following specific limits on overall health care spending:

1994: Change in Consumer Price Index (CPI) plus
6.5 percentage points (9.4 percent actual)
1995: CPI plus 5.3 percentage points '

1996: CPI plus 4.3 percentage points
1997: CPI plus 3.4 percentage points
1998: CPI plus 2.6 percentage points

These limits were designed to be consistent with
achieving the overall MinnesotaCare goal of reducing the
rate of growth of health care spending by ten percent a
year. The limits are used in several specific contexts,
described immediately below and on pages 20 and 23.

MinnesotaCare establishes expenditure growth limits for
health plan companies and revenue growth limits for
health care providers for calendar years 1994 through
1997. These limits must be identical to the growth limits
on overall health care spending specified above. '

The Commissioner of Health is required to monitor
statewide and regional compliance with these limits, and
to take action to achieve compliance with the limits.
Health plan companies and health care providers are
required to submit financial data necessary for the
commissioner to monitor and enforce compliance with
the limits.

Integrated Service Networks

The 1992 MinnesotaCare Act directed the Health Care Commission to recommend to the
legislature a strategy for reducing the rate of increase in total health care spending—public
and private—in Minnesota. The centerpiece of the commission’s response was a
recommendation that the state permit, and promote the growth of, a new type of health plan
company—the integrated service network (ISN). The 1993 MinnesotaCare Act adopted this
approach to cost containment. Under the 1994 MinnesotaCare Act ISNs will be permitted to

begin operating on July 1, 1996.
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- An integrated service network is a nonprofit

organization that agrees to provide health care to an
enrollee in exchange for a fixed charge per month or
other time period. An ISN therefore functions as both.
the provider of health care and as the insurer. The ISN
acts as an insurer because the risk of needing to pay for
the enrollee’s health care is transferred from the enrollee
to the ISN, in exchange for a fixed payment by or on
behalf of the enrollee. The ISN as a provider of care has
an incentive to manage the care provided, to keep
average spending per enrollee below the fixed payment
amount, and to keep premiums low enough to be -
competitive with other ISNs.

ISNs will likely operate as a new type of managed care
plan. The term managed care refers to methods of
health care delivery and financing that control and
coordinate the services provided to patients, in order to
eliminate unnecessary and inappropriate care. Managed
care plans are systems that integrate the financing and
delivery of health care services, through the use of: (1) a
network of selected providers to furnish health care
services to members; (2) explicit standards for choosing
these network providers; (3) formal programs of quality
assurance and utilization review; and (4) financial
incentives for members to use network providers.

Prior to MinnesotaCare legislation, managed care was

typically associated with preferred provider organizations
(PPOs) and health maintenance organizations (HMOs).

Preferred provider organizations (PPOs) contract with
insurers or employers to provide health care services to
members of a group, using a provider network.
Generally, enrollees can use providers not in the PPO
network, but are then subject to higher cost-sharing
requirements (See page 4). PPO providers usually agree
to discount their charges and comply with utilization
review requirements in return for prompt payment and
potentlally higher patient volume.
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Health maintenance organizations (HMOs) combine
the functions of insurer and health care provider. HMOs
employ or contract with a provider network to provide
comprehensive health care services to enrollees, in
exchange for a fixed (capitated) payment per enrollee.
Enrollees are usually limited to providers in the HMO’s

- network, and are subject to little or no cost-sharing. -

Open ended HMOs allow enrollees to use out-of-network
providers, in exchange for higher enrollee cost-sharing.

An ISN may, but need not, own or employ the providers
that it uses to fulfill its obligations. For instance, an ISN
may own hospitals and employ physicians and other
health care professionals. Alternatively, the ISN may

“contract with hospitals and health care professionals to

provide services. These contracts between an ISN and
its providers may be on a capitated or fee-for-service
basis. Capitation means that the provider receives from
the ISN a fixed fee per enrollee (per capita) per time
period. Capitation transfers risk from the ISN to the
providers, who must provide all care needed by each
enrollee. A fee-for-service arrangement means that the
ISN pays providers for each service they provide to
enrollees. MinnesotaCare does not require that providers
be capitated by ISNs—only that the amount that enrollees
pay to the ISNs be capitated. The general approach is to
require only that the ISN receive a fixed payment from
the enrollee and then permit the ISN to determine the
most efficient way of operating its network in order to
successfully compete with other ISNs.

Except for hospitals owned by an ISN or health
professionals who are ISN employees, an ISN will not be
allowed to require that providers serve only that ISN’s
enrollees. For instance, a provider could serve the
enrollees of three ISNs and also serve other patients in
the regulated all-payer system option.

The 1994 MinnesotaCare Act requires certain health plan
companies to establish expanded networks of allied
independent health care providers, and to offer enrollees
the option of receiving care through these expanded
networks. Allied independent health care provider is
defined in the law to include many types of non- o
physician providers, including chiropractors, advanced .
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practice nurses, optometrists, pharmacists, various
mental health professionals, and various therapy
professionals. :

The expanded network requirement is a form of any
willing provider legislation (legislation that requires a
managed care plan to accept into its network any
provider willing to agree to contract terms). Any willing
provider legislation is intended to address the concern
that the use of provider networks by health plan
_companies can restrict enrollee choice of provider and
financially penalize those providers not accepted into a
network. '

The expanded provider network requirement applies to
health plan companies that: (1) have more than 50,000
enrollees; (2) use a provider network that includes allied
independent health care providers; (3) do not operate as
staff model health plan companies by employing rather
than contracting with providers; and (4) are not
otherwise exempted by the law. '

The provision requires non-exempt health plan companies
to establish an expanded provider network and accept
into this network any allied independent health care
provider who meets the health plan company’s
credentialing standards, agrees to contract terms, and
agrees to comply with managed care protocols. Health
plan companies must offer enrollees the option of
receiving care through this expanded network. The
expanded network option may be offered with separate
premium rates and cost-sharing requirements, as long as
these rates and requirements are actuarially justified and
approved by the Commissioner of Health.

Community integrated - The 1994 MinnesotaCare Act permits a smaller variant

service networks ’ on the ISN—the community integrated service network
(CISN). The CISN is limited to 50,000 or fewer
enrollees and may start operating January 1, 1995, 18
months before ISNs will be allowed to start. This may
permit groups of local providers to get a head start on
the larger ISNs and result in more local control of the
new health care delivery system created by
MinnesotaCare. CISNs will operate under HMO laws,
with some exceptions. CISNs are not subject to the
expanded provider network requirement. At least 51
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- percent of a CISN’s board members must be residents of

the service area; the HMO requirement that at least 40

percent be consumers also applies.

Financial solvency requirements for health plan
companies generally involve some minimum level of
financial strength in the form of cash, investments, or
financial guarantees from some other financially strong
organization. High solvency requirements reduce the
likelihood of insolvency, and thereby provide greater
protection to enrollees and providers. The disadvantage
of high solvency requirements is that they make it harder
to start a health plan company and may in effect require
dependence on a financially strong entity that can prov1de

financial guarantees.

The solvency requirements for ISNs have not yet been
specified; recommendations to the legislature are due
January 1, 1996.

The solvency requirements for CISNs are lower than
those for HMOs and are phased in. Under some
circumstances, CISNs can receive credit against the
requirements reflecting risk they have shifted to
financially responsible providers, known as accrednted
capitated providers.

ISNs are subject to the growth limits on expenditures
explained on page 16.. ISNs will be required to comply
with the limits, but will not be "micro-managed"
regarding the method by which they contain costs. For
instance, the state will not set the fees paid by ISNs to
providers, as will occur in the regulated all-payer option
described on pages 21-23. '
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Régulated All-payer Option

The 1994 MinnesotaCare Act established the framework for a regulated all-payer option
(RAPO). The RAPO will function as an all-payer system—i.e., it will require the
government, health plan companies, and other payers to pay health care providers at the
same state-established rate, and will require these payers and health care providers to operate
under uniform rules. The all-payer option will govern the provision of all health care
services provided outside of the integrated service network system, and will offer health care
providers and consumers a fee-for-service alternative to that system.

- The Commissioner of Health must present recommendations to the legislature by January 1,
1995 on RAPO requirements and reimbursement methods. RAPO will be phased in
beginning January 1, 1996, or when rules are adopted, whichever is later. RAPO must be
fully implemented by July 1, 1997. Beginning on that date, all health plan companies must
provide health coverage either as integrated service networks or as indemnity insurers

- operating under the all-payer option. Preferred provider organizations (see p. 17) will be
allowed to operate until January 1, 1998.

Scope of the all-payer RAPO requirements and reimbursement rates will apply

OptiOn S to health care services delivered outside of the integrated |
network system, and to out-of-network services provided
by integrated networks. Health plan companies are
required to pay Minnesota health care providers at the
all-payer rate for these services; out of state health care
providers must be paid for nonemergency health care
services at the all-payer rate.

- Minnesota health care providers are required to accept
payment at the all-payer level as payment in full for
patients who are Minnesota residents or are non-residents
covered by a health plan company. Minnesota providers
may charge non-residents not covered by a Minnesota
‘health plan company a higher rate than that set by

~ RAPO. Out of state health care providers will be
allowed to balance bill Minnesota residents and patients
covered by Minnesota health plan companies. Balance
billing means the provider can collect from a patient the
difference between the RAPO reimbursement rate and the
provider’s charges.
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The Medicare, Medical Assistance, General Assistance
Medical Care, MinnesotaCare, and worker’s
compensation programs are exempt from RAPO.

Services covered under RAPO will be those in the
universal standard benefit set, along with supplemental

coverage allowed by law.

RAPO will use a variety of reimbursement systems to
pay health care providers. The reimbursement rates will
be the same for all areas of the state. MinnesotaCare
requires increases in reimbursement rates to be consistent
with the limits on overall health care spending.

Physicians and other providers with independent billing
rights will be reimbursed using a Minnesota-specific fee
schedule that is based upon the Medicare resource based
relative value scale (RBRVS). The Medicare RBRVS
ties payment rates for a health care service to the level of
resources used to provide that service. Each service is
assigned a relative value that reflects physician time and
intensity, practice expenses, malpractice expenses, and
other variables. The relative value is then multiplied by
a monetary conversion factor that converts the relative
value into a payment amount for the service. The 1994
MinnesotaCare Act requires this conversion factor to be
set at a level that is consistent with relevant health care
spending, subject to the growth limits. The conversion
factor must equalize total expenditures for the periods
before and after implementation of the all-payer system.

The Commissioner of Health must recommend to the

legislature by January 1, 1995, which health care
professionals are to be paid at the full fee schedule rate
and which at a lower rate. The commissioner must also
report on options for determining the payment for
services that are not part of the fee schedule.

Most hospitals will be reimbursed under a Minnesota-
specific diagnosis related groups (DRG) system. DRG
systems pay hospitals a fixed payment for each medical
diagnosis. This payment rate usually does not vary with
length of stay (there are usually some exceptions for long
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_lengths of stay). Payments rates under the DRG system -

must be consistent with the overall limit for health care
spending. '

RAPO’s regulation of fees would not be effective in
containing costs if providers were permitted to
compensate by increasing the volume of services they
provide. MinnesotaCare therefore establishes a volume
performance standard for physician and outpatient
services and another volume performance standard for
inpatient hospital services. The volume performance
standards will serve as expenditure targets for health care
spending in those sectors; these targets will be set at
levels consistent with the growth limits on health care

- spending. If spending for physician and outpatient

services or inpatient hospital services during a particular
year exceeds the expenditure target, the commissioner
will reduce the reimbursement rate for a future year to
offset the amount overspent.

The 1994 MinnesotaCare Act also sets general
reimbursement guidelines for other types of health care
providers and institutions. Geographically isolated rural
hospitals with 40 or fewer beds will be reimbursed on
the basis of reasonable charges, subject to rate of
increase controls. Hospital outpatient services and
freestanding ambulatory surgical centers will be
reimbursed on the basis of approved charges, subject to
rate of increase controls. Nonhospital institutional
providers will be subject to rate of increase limits. The
commissioner must submit recommendations for paying
specialty hospitals providing pediatric and psychiatric
care, and distinct psychiatric and rehabilitation units in
hospitals, by January 1, 1995.
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‘Miscellaneous Cost Containment Measures

- The MinnesotaCare Acts include several other cost containment initiatives.

- Expenditure reporting
and review

Prohibiting conflicts of
interest

Restrictions on balance

billing of Medicare
patients

MinnesotaCare requires health care providers to report to
the Commissioner of Health all capital expenditures and
major spending commitments over $500,000 made after
April 1, 1992. The commissioner, in consultation with
the Health Care Commission, must retrospectively
review these capital expenditures and major spending
commitments, and evaluate statewide and regional
progress toward cost containment and other state goals.
The commissioner can conduct prospective review of
proposed expenditures under limited conditions.

Some providers have been criticized for referring patients
for tests and other services to facilities owned by the
referring provider or with which the referring provider
has a kickback arrangement. MinnesotaCare directs the
Commissioner of Health to adopt rules restricting
financial relationships or payment arrangements among
related health care providers. These rules must be
compatible with the federal Medicare anti-kickback
statutes and related regulations. The rules may also be
more restrictive than the federal law and apply to
additional provider groups and business and professional
arrangements. For the period between July 1, 1992 and
the date upon which the rules become effective,
MinnesotaCare applies the Medicare statutes and rules to
all health care providers in Minnesota, regardless of
whether the patient involved is a Medicare patient.

MinnesotaCare phases in limits on Medicare balance
billing over the five year period beginning January 1,
1993. Medicare balance billing occurs when a provider
charges a Medicare beneficiary an amount above the
Medicare approved amount for a health care service
covered by Medicare. The beneficiary is then

~ responsible for any Medicare deductible, a copayment of

20 percent of the Medicare approved amount, and any
amount charged above the approved amount. If a
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physician does not balance bill, this is referred to as
accepting assignment.

Beginning January 1, 1994, MinnesotaCare prohibits a
health care provider from charging for a Medicare
beneficiary who is a Minnesota resident any amount -

-above 110 percent of the Medicare approved amount.

This allowed percentage for balanced billing decreases by
five percentage points each year, with no balance billing
allowed (i.e. assignment required) beginning January 1,
1996. Ambulance services are exempted from limits on .
Medicare balance billing.

MinnesotaCare has established a process for health care
providers and purchasers to seek antitrust exemptions
from the Commissioner of Health for mergers and other
cooperative arrangements. Approval of a request for an
exemption provides a defense against state and federal
antitrust laws. In order to obtain approval, applicants
must demonstrate to the commissioner that a cooperative
arrangement will result in lower health care costs, or
greater access to or quality of health care, than would
occur in the competitive market. Cooperative v
arrangements that are approved must report data on cost,
access, and quality at least annually. The commissioner
must review this data, as part of the commissioner’s
ongoing supervision and monitoring of the cooperative
arrangement. This active supervision by the state is one
of the criteria for a "state action exemption" from federal
antitrust laws. ‘

The 1994 MinnesotaCare Act prohibits health plan’
companies with enrollments of more than five percent of
the state’s total number of insured persons, or more than
ten percent of the seven-county metropolitan area’s
insured persons, from merging with or acquiring any
other health plan company. This restriction -expires July
1, 1996.

MinnesotaCare establishes requirements for the use of
uniform claim and billing forms and uniform electronic
billing formats. MinnesotaCare creates the Minnesota
Center for Health Care Electronic Data Interchange,
comprised of public and private organizations
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representing group purchasers, health care providers, and
government programs. The center will carry out various
duties related to coordinating and expanding the use of

- electronic data interchange in the state.

Beginning Jahuary 1, 1996, all health care providers,

“both institutional and non-institutional, must use the

uniform billing form specified by MinnesotaCare, when
an electronic billing format is not used. MinnesotaCare

~ also sets the dates by which specified electronic:
“transaction sets for claim payment and submission,

enrollment information, and eligibility information must

-~ be used. These requirements will apply July 1, 1995 for

larger group purchasers and health care providers and
July 1, 1996 for smaller group purchasers and health
care providers. Standard electronic billing and claims
formats will apply to pharmacies beginning January 1,
1996. MinnesotaCare also sets requirements for unique
identification numbers for health care providers, group
purchasers, and patients.
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U Quality of Care |

- MinnesotaCare attempts to maintain and improve the quality of care in the state, both as a
goal in itself and also as a means of reducing health care costs by eliminating the
performance of unnecessary health care procedures. MinnesotaCare attempts to accomplish

this through

» . collecting data on health care outcomes

~»  providing a process for technology evaluation

»  increasing the use of practice parameters

Data Collection

MinnesotaCare cost containment and health care quality
initiatives rely heavily on the collection of data from

~ health plan companies, health care providers, and

patients.

MinnesotaCare established a public/private Data Institute
to assist the Commissioner of Health in developing and
administering data collection procedures. The institute
is governed by a 20 member board representing '
hospitals, health plan companies, consumers, employers,
health care providers, health care researchers, and state
agencies. The institute is directed to contract with a
private vendor to collect data from claims forms, medical
records, and patient surveys to verify the consistency and

~accuracy of data, and to merge data collected from

different sources.

~ This data will be provided to the Deparfment of Health

for analysis. Reports and data will be made available to
purchasers, providers, consumers, and researchers, with
appropriate protections to ensure data privacy.

Data will be collected from providers for specific health
conditions that account for significant total health care
costs, when both the frequency of a condition and the
unit cost of treatment are considered. Health care
outcomes will be measured by variables such as
mortality, morbidity, patient functional status and quality

of life, symptoms, and patient satisfaction. The data will
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be collected in a form that allows comparisons to be
made between providers, health plan companies, and
public programs, with adjustments for differences in the
severity of patient health condition across providers.

- MinnesotaCare attempts to increase the information on

quality of care provided by health care providers and
health plan companies that is available to consumers. An
information clearinghouse, established within the
Department of Health, will provide consumers,
purchasers, and other parties with information on health
care costs and quality. The information to be available
will include health plan company quality report cards and
data on hospital quality. An office of consumer
information will serve as a resource center for health
plan enrollees and provide information to enrollees on
enrollee rights, complaint procedures, coverage options,
and the availability of purchasing pools and enrollee
subsidies. |

All health plan companies are required to file action
plans annually with the appropriate commissioner and
with the information clearinghouse, beginning July 1,
1994. Action plans are intended to provide consumers,
purchasers, and other interested parties with information
about a health plan company’s policies and goals relating
to provider network participation, number of providers,
provider recruitment and network size, use of report card
and other information to improve quality, enrolling and
serving high risk populations, and providing care to areas
not currently served. :

The Data Analysis unit within the Department of Health
is authorized to develop new practice parameters, refine
existing practice parameters, and encourage or coordinate
private sector efforts designed to develop or refine
practice parameters. A practice parameter is a
statement intended to guide the clinical decision making
of providers and patients. The legislation requires that
the practice parameters used for analysis be either
supported by the results of appropriately designed
outcomes research studies or adopted for use by a
national medical society. A practice parameter advisory
committee will provide recommendations on the adoption
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of practice parameters, and technical assistanée, to the
Commissioner of Health and the Health Care
Commission.

The unit will provide health care providers with
information on practice parameters for specific health
conditions, but will not require the use of the practice
parameters. It is hoped that the dissemination of ’
information on practice parameters will lead to
appropriate changes in practice style. The unit does,
however, have the authority to require peer review by
the Minnesota Medical Association, Minnesota
Chiropractic Association, or the appropriate health care
licensing board for specific health conditions, when .
practice in all or part of the state deviates from practice
parameters, or when there are large variations in
treatment method or frequency of treatment.
Practitioners who do not change their practice style, even
after educational efforts by a peer review panel, may be
reported to the appropriate professional licensing board.

Malpractice défense MinnesotaCare' allows the Commissioner of Health to
approve practice parameters for use as a defense in
malpractice lawsuits. MinnesotaCare provides that
adherence to a practice parameter approved by the
Commissioner of Health is an absolute defense against
allegations that a provider did not comply with accepted
standards of practice in the community. This defense
applies to lawsuits brought against a provider on or after
August 1, 1993, or 90 days after the date the
commissioner approves the applicable practice parameter.
Evidence of departure from a practice parameter is "
admissible only on the issue of whether the provider is
entitled to an absolute defense against a charge that the
community standard was not complied with and may not
be used as positive evidence of malpractice.

Health technology MinnesotaCare established the Health Technology
evaluation A Advisory Committee (HTAC) to review existing
evaluations of health care procedures and technologies,
and to make recommendations on the use of these
procedures and technologies to the Health Care _
Commission. The commission is directed to forward this
report, with its comments, to the Commissioner of
Health and the information clearinghouse. The
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recommendations are intended to guide consumers,
purchasers, and health plan companies in their decisions,
not to eliminate or bar new technology. HTAC
completed its first report in April 1994, and plans to
complete between six to eight assessments a year.
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Endnotes

1. MinnesotaCare statistics are from: DHS MinnesotaCare Program, "Enrollment Reform Sheet", November 2,
1994 and Department of Human Services, "Minnesota Family Self-Sufficiency and Medical Entitlement
Programs and Related Programs, Original Projections for the FY 1996-19978 Biennium, November 1994
Forecasts" December 6, 1994 ("numbers only" version of forecast document). .

2. These figures are based on Department of Finance MinnesotaCare fund balance reports- for December 1994. .
Estimates of the MinnesotaCare fund balance are updated quarterly.

3. These access problems are noted in Minnesota Departmeht of Health, Providing Medical Care in Rural
Minnesota: Recommendations for Meeting Personnel Needs, March 1991 and Office of the Legislative
Auditor, State of Minnesota, Access to Medicaid Services, February 1989.

4.This estimate is based on growth in expenditures for hospital care, physician service, and prescription drugs,
as reported in Katharine R.Levit et. al. "Health Care Spending by State: New Estimates for Policy Making"
Health Affairs Fall 1993, vol. 12, no. 3 pp. 7-26. The average annual increase for the consumer price index
(Twin Cities) was calculated from figures provided in U. S. Congress, Office of Technology Assessment,
Managed Care and Competitive Health Care Markets: The Twin Cities Experience, July 1994, p. 11.







